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the industrial development of the country, provided its operations are
brought under suitable regulation and it is subjected to certain restric-
tions. The restrictions have to be devised so as to reconcile two conflict-
ing sets of considerations. On the one hand, foreign capital must be
attracted in just the required quantities and of just the required kind.
If the restrictions are too rigorous, external capital is likely to be scared
away, to the detriment of the country. On the other hand, the total
absence of restrictions or excessive leniency in imposing them carries
with it the danger of foreign capital occupying the whole field of remune-
rative industry without any corresponding advantage to the country.
The kind of restrictions proposed are as follows:
(i) Foreign companies should be incorporated and. registered in
India with a rupee capital so as to offer facilities for investment to
Indians and to identify the management with Indian national interests.
The objection that this restriction is likely to be evaded by the formation
of private instead of joint-stock companies Is met by pointing out that
the large capital necessary for modern industrial enterprises cannot ordi-
narily be raised by private firms and that, in any case, if such an evasion
is seen .to occur on a large scale, special legislation might be passed to
prevent it.
(ii) Secondly, a proportion of the shares of such companies should
be reserved for Indian investors in order to ensure sufficient Indiaa
control on the management. A less extreme variant of this is that this
proportion should be reserved for Indian subscribers in all new flotations
for a definite period of time. It has been objected against this provision
that it would be utterly useless, unless restrictions were placed on the free
transferability of shares subscribed to initially by Indians, but if the
free transferability were impeded, the Indian shareholder would be
penalized as the result of a restricted market for his shares and the
consequent loss in their value* On the other hand, the reservation of
a certain proportion of the shares for Indians would so far limit the
amount of capital in the industry, and by lessening competition would
increase the yield to it, but this in its turn means that the capitalist would
gain at the expense of the consumer. Lastly, it is objected that it would
be practically impossible to prevent the evasion of all such restrictions.1
(iii) Thirdly, it is proposed that a certain percentage of the directors
should be Indians, preferably chosen by the Indian shareholders. The
objection that this restriction savours of a narrow racial conummalism,
which is, moreover, fatal to businesslike and efficient management, has
been met by the counter-argument that the very idea of imposing certain
disabilities on foreign capital because it is foreign, is a kind of conrmu-
nalism which, on other grounds, is nevertheless regarded as necessary.
Even England has not been free from the taint of communalism, mean-
1 External Capital  Committee Report, pars.  21-3.